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A. Siegel, 1997 AICPA Conference on Current SEC Developments
Independence Standards Board
Arthur Siegel, Executive Director
December 9, 1997
Presentation to the AICPA’s 25th Annual
National Conference on Current SEC Developments
Introduction
I’m delighted to be here today to give you an overview of the Independence
Standards Board, but I need to remind you that my comments reflect my personal
views and not necessarily those of the Board.
The ISB is the "new kid on the block." I only started on October 20th, and I was
the ISB’s first employee!
The Board came into being because both the SEC and the accounting profession
have long wanted a better conceptual framework for independence rules for
auditors of public companies, even if they may have somewhat differing ideas
about the content of that framework. The Board’s express intent is to "encourage
broad public participation" and to "stimulate constructive public dialogue." This
emphasis on public involvement is not accidental - it is consistent with our
objectives and mission.
Objective and Mission
The Board’s formal Operating Policies clearly define those objectives and
mission. We are "to establish independence standards applicable to audits of
public entities in order to serve the public interest and to protect and promote
investors’ confidence in the securities markets." Our five specific charges are as
follows:
1. At inception, to adopt as our standards, the existing guidance of the SEC.
This was done at the Board’s first meeting, and you should not expect
significant change in the short term.
2. To develop a conceptual framework to "serve as the foundation for the
development of principles-based independence standards."
3. To promulgate standards and review and ratify, as appropriate,
consensuses of the Independence Issues Committee (known as the
"IIC") and interpretations of the ISB staff. I’ll explain more about the
operations of the IIC and the staff in a few minutes.
4. To develop a process, including utilizing the IIC, for identifying emerging
issues for guidance and resolution.
5. And, to provide a consultative function for practitioners and registrants
who have questions about independence standards.
The Board
The Board itself is comprised of eight members - four from the public and four
from the accounting profession. The names of the members and their affiliations
are shown on the slide. William Allen, the Chairman, was for twelve years, until

last June, the Chancellor of the Court of Chancery in Delaware, or, in other
words, the head of what is generally recognized as the most important business
court in the country. You can see from the positions held by the other members
that this is a very senior body and they are taking their roles very seriously. In
addition, the Chief Accountant of the SEC has observer status at all Board
meetings.
The Board is an independent body. While it is funded by the AICPA SEC Practice
Section, it sets its own budget and operates autonomously.
In that respect, and in the openness of its processes, it is very similar to the
FASB. The ISB, for example, is also required to issue exposure drafts of any
planned pronouncements, and will issue invitations for comment and hold public
hearings when warranted.
In addition, the Board’s deliberative processes are conducted "in the sunshine,"
and you are welcome to attend its meetings. The next one, by the way, is next
Monday, December 15, at the AICPA’s New York offices.
The ISB Staff
The ISB staff presently consists of me as Executive Director, and Rick Towers as
Technical Director. We soon expect to hire one additional professional and some
administrative support, and will consider further increases if the work level
requires. The Board and staff addresses, telephone numbers, etc., are displayed
on the slide.
The staff’s role generally is two-fold. First, we support the Board and the IIC in the
development of standards and all their other missions. And second, we will
receive and respond to inquiries from practitioners and others once we are
"empowered" — which I will discuss shortly.
To avoid overlap, the staff is also working with the AICPA and its Professional
Ethics Executive Committee, which will continue to provide independence
guidance for auditors of all entities, as well as with NASBA and with international
independence standard-setters.
The staff maintains a public file of all appropriate documents, including minutes of
meetings, and we will post much of the information on the Board’s website, which
is being built as I speak. Its address, as shown on the slide, is
www.cpaindependence.org — yes, ISB and independence were already taken.
The IIC
The Independence Issues Committee is comprised of nine members from the
profession, whose names and information appear on this slide. I serve as the
Committee’s Chairman, and, just as at EITF, the SEC chief accountant or his
designee serves as an observer. The Committee also operates in public, and its
next meeting is January 13, 1998, at the AICPA’s New York offices.
The defined mission of the IIC is:
1. To timely identify and discuss emerging independence issues within the

framework of existing authoritative literature.
2. To address broader interpretative issues, including those that emerge
from inquiries to the ISB staff, and communicate its consensuses to the
Board and the public. And…
3. To conduct research.
Although the IIC will use Issues Summaries and publish minutes and
consensuses, just as EITF does, unlike EITF an IIC consensus will not become
"substantial authoritative support" in the eyes of SEC staff unless and until it is
ratified by the ISB.
The FRR
Many of you will remember that in 1973, after the FASB was formed, the SEC
issued Accounting Series Release 150, which in effect delegated accounting
standard-setting authority to the FASB. Under the agreement leading to the
formation of the ISB, the SEC is expected to issue a similar pronouncement,
except the current terminology is Financial Reporting Release. We anticipate
issuance of the FRR before the end of the month, at which point the ISB staff will
begin fielding independence questions from practitioners and others, effectively
standing in the shoes of the SEC staff for this purpose.
Consultations with Staff
A few tips on requesting consultations. As our staff is, and will be, very small, you
will get a much faster response if you have done your own research before calling
or writing us. For those with such capabilities, we will also expect you to have
consulted with your own national office. While general inquiries may be made by
telephone, official consultation requests must be submitted in writing so that we
can ensure that we have a complete and agreed upon understanding of the
issues. Only written requests and responses may be relied upon for SEC
purposes and then only by the parties involved. The SEC will not treat the specific
response as authoritative for others until ratified by the Board.
We have developed an inquiry form that will be available on our website and
which the SEC Practice Section intends to send to member firms once the FRR is
issued. It will also be available through the AICPA’s faxback service. I urge you to
use it.
Meetings to Date
The Board has had only one meeting - an educational session on October 20 beyond its June formative meeting, and the IIC had its inaugural meeting on
November 20. Beyond administrative and educational matters, the primary issue
before the Board at present is a white paper issued by the profession which you
will hear about this afternoon.
The next step for the white paper is for the ISB to decide whether to solicit public
reactions to it and/or whether additional research is needed. At the recent IIC
meeting, the Committee supported a timely and neutral exposure of the
profession’s document. The IIC idea is to issue the paper in an ‘invitation to
comment" format, with a cover letter, some questions intended to encourage and
focus responses and, possibly, some sample guidelines to see how the proposal
would fit together in practice. These proposals will be discussed at the December

15 Board meeting. If the document is exposed, I urge you to consider it carefully
and provide us your comments. This will be the time to make your views on
direction known, and we’re interested in your ideas.
The Board is especially interested in empirical research supporting a particular
position. While the Board will, of course, listen to all views, I believe that those
views that are informed by "competent evidential matter" will receive more
consideration. Viable alternatives to current or proposed practices will also be
helpful. For example, it is easy to question an auditor’s independence solely on
the basis that the fees are paid by the client. But as Ray Garrett, in his role as
vice chairman of the Public Oversight Board, said in 1979 to a US Senate
Committee, client payment of audit fees "has been accepted for, I think, very
sound reasons. First of all, there is no better system… ." 1
The benefits expected
Let me close by describing my reasons why all involved in the financial reporting
process should support principles-based independence standards.
First, it is important to recognize what is at stake.
If an audit firm somehow impairs its independence with respect to an existing
audit client, the SEC can, and has, required the company to obtain a second
audit, by a different firm, before it could use the relevant financial statements in
public offerings, mergers, etc. This imposes a significant cost on the company,
and a potentially huge lost opportunity cost. So the stakes are high.
But in a rules-based model, such as presently exists, there is little rationale
offered for a specific independence decision, and as a result there is little
opportunity to consider new situations through reasoning by analogy.
Consequently, audit firms devote considerable resources to considering
independence issues; companies, often with the encouragement of audit
committees, avoid the risk of impairing auditor independence by engaging a
different service provider for non-audit services, even if the audit firm is more
qualified; and SEC staff devotes significant time to considering and ruling on
independence questions.
The hope is that a principles-based independence system will reduce these suboptimal uses of important resources and still appropriately protect the public
interest. It seems to me to be an effort worth making.
Conclusion
We at the ISB have a major challenge ahead of us. However, this also is a unique
opportunity, and I know I can speak for the Board in encouraging all who have an
interest in the subject of auditor independence to fully participate in our
processes. Only in that way can we be confident that we are best serving the
public interest. And it is clear to me that an emphasis on the public good has
been, and continues to be, in the best long term interests of this profession that
has meant so much to me for almost four decades.
Thank you for your attention.

1. The Scope of CPA Services, Gary John Previts, Ronald Press, 1985 (page
132)
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